





































ZALE CORPORATION 

Zale Corporation, established as a jewelry retailer in 1924 in Wichita 
Falls, Texas, is today the world’s largest retailer of fine jewelry, and one 
of this nation’s dominant specialty retail organizations. 

There are two major jewelry divisions: the Zale Division serves middle 
America in 767 stores, while the Fine Jewelers Guild Division is compris¬ 
ed of 328 carriage trade jewelry stores operating under 40 trade names. 
Other divisions include international jewelry operations, leased jewelry 
departments, promotional jewelry stores, catalog showrooms, a mail 
order operation, newsstand shops at airport and hotel locations and 
various financial services. 

In total there are more than 1,500 outlets worldwide. Retail activities 
span 49 states, Guam, Puerto Rico, the United Kingdom, West Germany, 
Switzerland, France and Japan. Additionally, Zale’s jewelry operations are 
vertically integrated in that the company purchases diamonds and other 
precious gems and metals and operates its own jewelry manufacturing 
facilities. 

The corporate headquarters is in Irving, Texas, with worldwide offices in 
New York City, New York; London, England; San Juan, Puerto Rico; Tel 
Aviv, Israel; Zurich, Switzerland; Antwerp, Belgium; Paris, France; 
Tokyo, Japan; and Hanau, West Germany. 


Financial Highlights 


For the Year Ended March 31 


1984 1983 1982 


Net Sales S 1,003,219,000 I 939,756,000 $ 962,039,000 

Earnings before Income Taxes $ 55,087,000 $ 5,782,000 $ 46,950,000 

Income Taxes— 

Prior years tax assessment — % 10,600,000 — 

Current year provision $ 19,700,000 $ 1,300,000 S 13,698,000 

Net Earnings (Loss) _ __$_ 35,387,000 S (6, 118,000) _J 33,252,000 

Net Earnin gs (Loss) Pe r Share __ $_ 3*01 I _ (.54) 2.97 

Return on Sales 3*5% (.7)% 3-5% 


Shareholders’ Investment Per Common Share 

—UFO $ 37*01 S 35.58 $ 38.14 

—Pro Forma FIFO $ 43*90 $ 43 09 $ 46.13 

Dividends per Common Share $ 1.26 $ _ 1.2 6 _ $ 1.235 

Number of Common Shareholders 7,836 8,629 9,205 
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Thanks to You . . . 



BEN LIPSHY MORRIS B. ZALE 


Each of you is always quick to point out that no one person , or 
even any one group, can ever take full credit for building a business 
as large, complex or far-flung as ours, We know you are right. 
However , we also know that the Zate Corporation of today would 
not exist were it not for the efforts of the two of you. 

In the sixty years of the Company’s growth and development many, 
many people have contributed to its successful history . In a very 
special way, though f it has been the opportunities created\ the lives 
touched, the example set by both of you that has helped establish the 
right climate for the Company , and its people , to flourish. 
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And so, after sixty years we want to say Happy Anniversary and a 
very special thanks to you . . . 






A 

HISTORICAL 

PERSPECTIVE 

OF 

SIXTY YEARS 



1945-1964 

the middle years 



Harry Truman , . . V.E. Day . . . 

Jwo jima . . . Hiroshima , . . The 
United Nations ... "J like Ike 11 
. . . Korea . . . Krushchev , . . 

Sputnik . . Castro . . , Jonas Salk 
. , . The Peace Corps . . . jolin 
FiLzgerald Kennedy John Glenn 
. . Civil Rights Act - - - 

A. The Tide’s store on Main Street in 
Tulsa, Oklahoma in 1950. 

B. Highway billboard advertising near 
Amarillo, Texas Tale's Silver 
Anniversary, 1949. 

C. Look Magazine advertisement from 
1964. Zale's is an American 
institution, 

0. In 1958 Zak began buying "rough" 
diamonds from tile World Diamond 
Syndicate in London and supervised 
the cutting and polishing of the 
stones directly—the Final step to 
complete vertical integration. 
























1924-1944 

the beginning 



t'yes Tested 
■Glasses Fitted 


CREDIT AS AN 
ADDED SERVICE 


HUGH M* SMITH 

OptuinEtrJot 
27 Vtara' Experience 


Eighth and Ohio 


A YEAR TO PAY CREDIT! 


weSTEBh UNION 


i mijj reT.73 fli‘ CR. 

n'k III: rj.j.-* -y:< v- 

ilAlA. •.'±£1 i.i-4> ,■!■<■ Tifjv. H-- 'JTLL mir 


DIAMOND 


Js, i**'\ 


A. In-store optical service 

wau\ offered along with "Credit 
as an added service 11 in an early 
Wichita Daily Times 
^dvmiscmem. 


B. The interior of the downtown 
Wichita Falls store. 


C The Zaie store at Eighth and 
OJtio Streets in downtown 
Wichita Fa! Is - opened on 
March 29, 1924. 


D- Wichita Daily Times ad from 
the September 1927 edition. 
Credit terms quoted were 
lJ $ 1.00 down - 8 LOO a weck Fh , 


Optical Service 


1 See Zoic and 1'du 
Will See’ 1 


Calvin Cuolidgc . . . Herbert 
Hoover . . Lind vs "Spirit 
of St. Louis" Prohibition 

, r . The Great Galsby . r , 
"The Jazz Singer" . . . 

The Depression , . F.D.R. . . 
The New Deal . Mussolini, 

Hitler, Churchill, Stalin . . . 
Pearl Harhor . . World 
War II 


n iumi a, j 







































































I.he history of die Zale Corporation now spans sixty years—years of growth , 
years of change AnnuaJ revenues exceeded S1 billion last year. From the first 
store opened in Wichita Falls, Texas in 1924, the Company is now- an 
organization of 1,552 retail selling units worldwide. From founders M B, 
Zale. William Zale and Ben Lipshy, the employee population has increased to 
12,782. The Company’s initial capitalization w T as !35 thousand, of which 
roughly S15 thousand was for store fixtures: at the dose of business on March 
31, 1984, Zale Corporation’s Shareholders’ Investment was over S442 
million. One of the first jewelers to extend credit to the average American 
consumer- Tale’s credit division mails monthly statements to over 6tX> thou¬ 
sand charge customers. 

lXspite these dramatic contrasts and the myriad diangcs the world has seen in 
the past sixty years, much of what w r as uniqtte to the Zale Corporation of the 
1920 s has not changed: 

• Customer service and satisfaction remains a key objective 

• We will never compromise on the standards of product quality we 
offer the Zale customer 

• People are our most important asset. 

These are some of the precepts that have guided the Company through 
sixty years of yesterdays, We believe them to he equally valid for our 
tomorrows. 



1965-1984 

planning for the future 


A. 


B. 





ZALE CORPORATION 


The Beatles . . . L.B.J. . . r 
Vietnam . . . Martin Luther King 
and Robert Kennedy Assassinated . , . 
Richard Nixon . , . N.CLW. . , , 
Armstrong and Aldrin w aJk the 
moon . . . Watergate . . . Nation's 
Bicentennial Jimmy Carter 
Iran's hostages . . . Ronald Reagan . . 

A, The new ZaJe World Headquarters 
Building, opened in 19fri in Irving 
Texas. 


Karln-<i iiB-htr i.w-Jn Husur InluiLlsi! ->ji 

biFrUfJI /jkvin!-5>*rtaraJ. 1 Jwu. ?iA HAi 
■_L iiLLkb > KJ dJr r ■ f a-™ m>.- ’I “ 1 Vi . 

rn.-M.hy .ml utTI -lurti iUIMIh iJt. ---- 

l«L* h jan m-j- i.irij-1■ ■ | 

■. =du:« jw. J ■ ir, the om ■ mm-- S JHojL 1 

I (.Ik I hJr-Jinl lied. Lrilciti* .JOii! E. 
j:dc-Ul rCV'hir^ ■■Tpl'i b™.- naikt ' - ' 4 .- 


] ■-* i 

iU 1-w die [jLk7inniil C_ird 
lyfc up VKL Jj^'KllMI M tffc ’/Mt* 

:Li *4? Cj»ai 'WOcfc. I »’ dnl lit 
M-Lrw Pjfn lia Ui.- Ii'LlL:-- mml iiu 
Hwint.! I taroml ■ '-prchdliki irJ 
De IfULV? Uui > iUkr 


B. 1983 advertisement for prospective 
credit customers used on selected 
college and university campuses 


C. Zakfs Light of Peace 

Diamond, weighing 130.27 carats, 
photographed in 1971 



Letter To The Shareholders 



The fiscal year ended March 31, 1984 represented a strong 
and solid recovery year for Zale Corporation. The 
underlying strength of the U S. economic climate enabled 
us to remain steadfast in pursuit of our major objective for 
last year—improving the productivity of our existing 
operations. 

The progress we made in fiscal 1984 was especially grati¬ 
fying in that it was achieved in our 60th year of opera¬ 
tions—our Diamond Anniversary year. By the close of that 
benchmark year, we had marked the anniversary in a 
number of ways, including the recording of sales in excess 
of SI billion and the move to our new Zale World Head¬ 
quarters Building (pictured on page 7). 

The sales level for last year of slightly over $1 billion 
represented an increase of 6.8% over the prior year. The 
composition of that billion dollars of sales was even more 
significant, in that it included a higher proportion of 
jewelry sales, enabling us to improve our gross margin 
from 34.7% to 37.0% of sales. Selling, general and ad¬ 
ministrative expenses were reduced from 32 . 0 % to 


29-7% of sales as a result of continued improvement in 
the net costs of our credit and collection operations, 
coupled with expense control, primarily in the areas of 
payroll and advertising expenditures. 

We made a number of commitments last year, both im¬ 
plicit and explicit, to ourselves and to our shareholders. 
Meeting those commitments in the course of fiscal 1984 
gave us considerable satisfaction and served to strengthen 
the Company’s operations on a number of fronts: 

Credit and collection activities, as we have indicated, con¬ 
tinued to show improvement both in finance charge 
revenues generated and expense reduction. The net im¬ 
provement in credit operations totalled over $17 million 
for the year just ended. 

Inventories at year-end were up 24.2% from a year 
earlier, to $367.5 million, which was still below the level 
of two years ago. Progress has continued on the im¬ 
plementation of our corporate Merchandise Management 
System (MMS). Phase I, the new automated sales reporting 
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system, has been implemented in our four main jewelry 
divisions—Zale Jewelers, Fine Jewelers Guild, Leased 
Jewelry Departments and Mission Jewelers. The new pur¬ 
chase order management system, Phase II, will begin 
testing in the Mission Jewelers division in Summer, 1984, 
We are very pleased with our progress to date toward our 
objective—establishment of a dynamic inventory manage¬ 
ment system that will enable us to take maximum advan¬ 
tage of every inventory dollar invested. 

While we were pleased with the performance of ail of our 
retail operations in 1984, we were especially gratified by 
the improvements recorded in two divisions which had 
generated operating losses in 1983: 

• Significant progress was demonstrated by the 
Keller Christ division—our stores in Western 
Europe. This division was able to generate a 
profit contribution for fiscal 1984 following 
several years of sustained losses. Stronger sales 
and improved operating margins combined to 
enable Keller Christ to successfully execute 
this turnaround. We expect continued im¬ 
provement in the year ahead. 

• Our Catalog Showroom division during 1984 
significantly reduced its operating loss. We 
believe that division can operate at a breakeven 
level by year-end 1985. Two showrooms were 
opened early in the current fiscal year and are 
representative of our new strategy, calling for 
smaller, mall-based units. 

In the course of 1984, the Company was able to identify 
new store opportunities for 89 retail units, including the 
19 Regent Jewellers store sites acquired by our division in 
the United Kingdom. We discontinued operations in 113 
locations, including a total of 36 stores and joint venture 
operations in Canada. Our strategy with respect to new 
stores continues to be to seek prime real estate locations in 
shopping centers and malls located in those metropolitan 
areas we have identified as desirable growth candidates 
based on our consumer demographic analysis. 
Simultaneously, we will continue to trim our existing 
store population, removing selling units which fail to meet 
our operating profit criteria. For fiscal 1985, we presently 
plan to open about 80 new stores, and close about 60 ex¬ 
isting units. Our budgets for remodeling and refurbishing 
existing stores have been increased in fine with our desire 
to further enhance the productivity of our existing base of 
operations. 

In addition to the substantial progress made last year in 
profit improvement, we were able to make some signifi¬ 
cant additions to the senior management teams in various 
divisions. To highlight a few: 


• Zale Jewelers had a new Chairman and Chief 
Executive Officer when Ken Cort took com¬ 
mand, effective January, 1984 and Mel 
Wilmore became the division s new President 
in May, 1984. 

• The Fine Jewelers Guild came under new 
management, consisting of Jim Samuels as 
Chairman and Chief Executive Officer and 
Dean Groussman as President and Chief 
Operating Officer in May, 1983 

• Catalog Showrooms received new leadership 
direction from Ed Jaben, who took over as 
President effective May, 1983- 

We believe that with these and other management 
changes we have implemented in the course of the past 
year, we have come significantly closer to our goal of hav¬ 
ing each and every part of our business managed by the 
most effective senior executive available. The newly 
elected divisional executives listed above bring to their 
jobs a wealth of experience and a diversity of talents. 
Their backgrounds include merchandising and operating 
experience at a variety of prestigious and successful 
department and specialty store companies. In addition, 
Jim Samuels and Dean Groussman held senior manage¬ 
ment positions at other Zale divisions immediately prior 
to assuming their present positions. It is our belief that by 
combining a carefully targeted recruitment effort with 
strong internal management development, we can 
establish the best mix of senior management talent for all 
of our business—both at the divisional and corporate 
levels. 

As we look ahead, our expectations for fiscal 1985 can be 
characterized as realistically ambitious. We believe the 
domestic economy will remain stable, particularly as it 
relates to the discretionary income levels of the various 
customer groups served by our stores. We expect that 
Christmas, 1984 wifi bring with it still further strength 
building on the solid base of 1983 s holiday selling season. 
Finally, we anticipate relative stability in the prices of our 
major commodities—diamonds and gold—for the 
foreseeable future. The strengthened base of operations 
developed in fiscal 1984 will, we believe, enable us to take 
full advantage of all of these economic factors as areas of 
opportunity in the year ahead. 

We would like to express appreciation and gratitude to all 
of our associates in the Zale Corporation who worked so 
hard and so well to produce the results recorded in this 
report. It is thanks to them, as a group, that we are so well 
positioned for the coming year. 


(MmKL 
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Retail Locations March 31,1984 


At year-end, Zale Corporation operated a total of 1,552 retail selling locations. Of these, 1,337 were located in 49 of the United 
States. 



FINE 





JEWELERS 

LEASED 

MISSION CATALOG UNITED HOTTA- KELLER 


ZALE 

GUILD 

JEWELRY 

JEWELERS SHOWROOMS AEROPLEX KINGDOM ZALE CHRIST 

Alabama 

14 

4 



Alaska 

10 




Arizona 

14 

9 



Arkansas 

12 

2 

4 

1 

California 

76 

46 


10 

Colorado 

22 

12 


2 3 

Connecticut 


2 



Delaware 

1 




Florida 

so 

19 

6 

1 11 

Georgia 

19 

9 

15 


Hawaii 

7 

3 



Idaho 

7 




Illinois 

23 

10 


l 

Indiana 

15 

1 


1 

Iowa 

16 




Kansas 

10 

4 

2 


Kentucky 

7 

2 


2 

Louisiana 

18 

17 

4 

2 

Maine 

3 

1 

1 


Maryland 

12 

6 



Massachusetts 

6 

5 

12 


Michigan 

19 

10 


4 

Minnesota 

2 


7 


Mississippi 

9 

3 


2 

Missouri 

18 

9 

1 

2 8 

Montana 

4 




Nebraska 

5 




Nevada 

5 

4 


4 

New Hampshire 

2 

2 



New Jersey 

10 

11 



New Mexico 

13 

1 

3 

2 

New York 

16 

7 

l 

5 

North Carolina 

18 

3 

5 


North Dakota 

6 




Ohio 

13 

17 



Oklahoma 

30 

11 

8 

2 1 

Oregon 

11 

3 



Pennsylvania 

15 

15 



Rhode Island 

2 

1 

3 


South Carolina 

8 


3 


South Dakota 

7 




Tennessee 

16 

9 

4 


Texas 

126 

57 

43 

36 8 23 

Utah 

10 

4 



Vermont 

1 




Virginia 

14 

3 



Washington 

17 




Wisconsin 

15 

4 



Wyoming 

3 

1 



England 




107 

France 




5 

Germany 




65 

Guam 


1 



Japan 




4 

Puerto Rico 

10 




South Wales 




3 

Switzerland 




20 

TOTAL 

767 

328 

122 

48 15 68 110 4 90 


10 






















Operations Review 


The fiscal year ended March 31> 1984 was an excellent 
recovery year for Zale Corporation, Sales rose to over $1 
billion an increase of 6.8 %, and pretax profits soared from 
$5.8 million to $55-1 million. Every one of our retail divi¬ 
sions participated in the improvement in corporate pro¬ 
fits. 

Zale Jewelers stores produced sales for the year of 
$425 7 million, a 6.2% increase over fiscal 1983 revenues. 
The average American consumer spent more freely for 
general merchandise in last year’s recovery environment. 
Our flagship and largest division, the Zale stores were well 
positioned to benefit from the improved overall economic 
climate as well as from better internal control of expenses. 
In the course of the year, 23 new stores opened their 
doors, while 49 were dosed. At year-end, the division in¬ 
cluded 767 stores in 48 states and Puerto Rico. 

The Fine Jewelers Guild member stores generated a 
sales increase of 13 8% for the year, bringing total 
revenues to $311.9 million. It was apparent throughout 
the year that the recovering economy, which boosted the 
Zale stores’ sales to middle America, produced an even 
stronger resurgence of strength for the more affluent 
Guild store consumer. Guild member stores operate under 
40 different trade names including Bailey, Banks & Biddle, 
Hausmanns, Corrigan’s, Slavick’s and Jacobs Jewelers. 
There were 10 new Guild stores opened and 10 existing 
stores closed last year; at year-end, member stores 
numbered 328, which were located in 37 states and 
Guam. 

Mission Jewelers stores had revenues of $21.2 million 
for fiscal 1984, a 24.2% improvement over 1983 sales. 
This division’s target consumer—the low-to-middle in¬ 
come bracket—responded well to the economic 
resurgence. 6 new stores were opened and 4 stores closed 
last year; at year-end there were 48 stores operating in 8 
states. 

Catalog Showrooms recorded sales of $47.9 million last 
year, a decline of 22.7% from the previous year. The 
reduced revenues came as a result of the elimination or 
contraction of a number of merchandise categories which 
had generated unacceptable profit levels. The 15 
showrooms operate under the name O.G. Wilson and the 
division did not open or close any showrooms last year. 


Leased Jewelry Departments’ sales improved 35 9% to 
$46.8 million last year. 1984 marked the first full year of 
operating the fine jewelry departments in the Filene’s divi¬ 
sion of Federated Department Stores. In addition, the base 
operation was expanded to include the jewelry depart¬ 
ment in Cohoes (renowned “off-price” specialty retailer 
in Cohoes, New York) as well as 9 other new department 
locations for existing landlords. One unit was closed, and 
the division ended the fiscal year with a total of 122 
jewelry departments in operation, 

Aeroplex outlets generated total sales of $39.8 million, a 
28.6% increase from the $30.9 million recorded in 1983- 
Newsstand and gift shops, primarily in airport and hotel 
locations, benefited from higher levels of air travel and 
hotel capacity utili 2 ation. This underlying economic im¬ 
provement was accompanied by some expansion as the 
division added 13 new locations and closed 9. New units 
were added in the San Francisco International Airport and 
the Eden Roc Hotel, among others, and there were a total 
of 68 concessions in operation at year-end. 

Willoughby 8t Taylor, our upscale direct mail division, 
increased its revenues by 49.2% to $8.4 million in 1984. 
This was the group’s third full year of operation and saw 
the division successfully establish its own credit program. 
There were 6 separate catalogs published last year com¬ 
pared to 5 books for 1983 

International Operations consist primarily of stores 
in the United Kingdom and Western Europe which 
generated sales of $74.3 million (U.S.), an increase of 
11.2% for last year. 

Zale Jewellers, Ltd., England had a sales in¬ 
crease of 23.6% to $31 7 million (U S ), There 
were 24 new outlets added, 3 stores were closed, 
and there were a total of 110 stores operating at 
year-end. 

Keller Christ increased revenues by 3-6% to 
$42.7 million (U.S.). There were 3 new stores 
opened, 1 was closed and 90 stores were in 
operation at year-end. 


SALES BY 
RETAIL DIVISIONS 


Year Ended March 31 
1984 1983 

famounts in thousands) 


All Stores 
% Change 


Zale Jewelers 

$425,683 

Fine Jewelers Guild 

$311,926 

Mission Jewelers 

$ 21,225 

Catalog Showrooms 

t 47,875 

Leased Jewelry Departments 

* 46,772 

Aeroplex 

* 39,775 

Willoughby & Taylor 

S 8,383 

Zale Jewellers, Ltd., England 

S 31,681 

Keller Christ 

S 42,653 


Comparable 
Stores % Change 


$400,821 

+ 6.2% 

+ 7.0% 

*274,041 

+ 13.8% 

+ 16.4% 

S 17,088 

+ 24.2% 

+ 15.7% 

S 61,968 

-22.7% 

-21.3% 

* 34,419 

+ 35.9% 

+ 13.7% 

S 30,925 

+ 28.6 % 

+ 7.8% 

$ 5,619 

+ 49.2 % 

+ 49-2% 

$ 25,640 

+ 23.6% 

+ 1.1% 

S 41,181 

+ 3.6% 

+ 8.7% 





Corporate Evolution 


Change Is the primary means of growth and 
development. This is true whether one considers 
the development of a species, an Individual or a 
corporation. In some cases change can be abrupt 
and dramatic—revolutionary. However, in most 
cases change takes place more gradually and in a 
series of progressive steps—evolutionary. Follow¬ 
ing is our assessment of the management evolution 
at Zale Corporation. 

In a very basic sense, a corporation is the sum of the 
talents and efforts of its people—employees, past and pre¬ 
sent. This is certainly true of Zale Corporation. Therefore, 
when one considers the evolution of a corporation, what 
bears the closest scrutiny is the evolution, die growth and 
development of its people. We feel Zale is moving into the 
third phase of evolution in management style and cor¬ 
porate culture. Our foundation was created and our earlier 
years were driven by an entrepreneurial style, to which 
we owe our heritage. Increased size and complexity dic¬ 
tated a transition into what can best be characterized as 
the Rational Administration phase. More recently we have 
begun the transition into what we feel will come to be 
known as the Strategic Management phase. 

Entrepreneurism is an approach to business, generally 
under the leadership of an individual, or small group of in¬ 
dividuals, who organizes, manages and assumes the risks 
of an enterprise. An Entrepreneur is generally in¬ 
dividualistic, highly motivated, single-minded and often 
charismatic. Alternatively, the trade-off is usually made in 
favor of intuition and creativity, with less emphasis on 
long range planning, management development and 
operating or financial controls. 

Rational Administration is a style in which discipline is in¬ 
fused into the management process by the use of logical 
organization and delegation of responsibility. This ap¬ 
proach is usually characterized by consensus decision 
making and a high value placed on information processing 
and management development. It can become 
bureaucratic, too process oriented—the plan becomes an 
end in itself—and can be low on creativity if there is a 
tendency to run the company “by the numbers”. 

Strategic Management attempts to place current and near 
term operations into the context of a longer range direc¬ 
tion or objective. It is a style of management that looks 
outward, as well as inward, when seeking ideas or solu¬ 
tions. Entrepreneurism is intuitive, Rational Administra¬ 
tion adds the discipline of logic and Strategic Management 
infuses external awareness and creativity. 

The Zale Corporation provides a good example of 
managerial metamorphosis, beginning in En¬ 
trepreneurism, developing through Rational Administra¬ 
tion and moving into Strategic Management. 


Our beginnings represent a classic study in entrepreneurial 
ventures. From the first store, opened in 1924 in Wichita 
Falls, Texas, through the early years of development, 
founders M. B. and William Zale and Ben Lipshy operated 
on a very simple and straightforward premise. Their 
philosophy was to give good value at a fair price, offer ex¬ 
ceptional customer service, and extend credit on 
reasonable terms. Non-jewelry items were used for traffic 
building—products such as small appliances, optical 
goods, radios. The concept was sound and the Company 
began to grow by reaching out to new customers and 
communities, one store at a time. 

By the late 1950's, when the Company first offered stock 
to the public, some of the rudiments of an evolving 
strategy were moving into place. The acquisition of some 
small groups of more upscale jewelry operations would 
enable the Company to begin to move in the direction of a 
demographic segmentation of its business. Developing a 
buying network with strong gem acquisition contacts 
would enable the company to achieve vertical integration. 
A specific event—General Electric Company's announce¬ 
ment, in the 1960's, that they had successfully synthesized 
the diamond—led Zale to embark on a period of defensive 
diversification into other businesses including footwear, 
drug, sporting goods and junior department stores. 

In the 1970’s, we began better focusing the Company's 
strategy. For example, much of the non-jewelry merchan¬ 
dise was eliminated from the jewelry stores' assortments 
and the Zale stores were being positioned as Zales “The 
Diamond Store”. The non-jewelry divisions were divested 
when it had become apparent that the synthetic diamond 
would not represent a serious threat to diamond jewelry 
sales and we decided to concentrate our efforts on our 
historic strengths. The mid 1970's also brought a crisis in 
management when it was determined that company 
policy had been compromised and that irregularities in in¬ 
come tax reporting had resulted. There followed a painful 
process of intensive studies of internal and external con¬ 
trol factors to identify and eliminate weaknesses. The 
Company emerged from the period with increased 
strength, as new management was infused and stronger 
controls were put in place. 

Throughout most of this portion of the Company's 
history—certainly from the early 1950's through the mid 
1970’s, American industry grew dramatically. Technology 
flourished following World War 0 and capital availability 
and the economy continued to expand during the 1960's 
and early 1970’s, creating the longest period of economic 
continuity in modem history. Not only were the 25 years 
leading up to the mid 1970’s a period of unprecedented 
economic growth, it was also a period of high predictabili¬ 
ty. However, at that point, we entered a period of tur¬ 
bulence during which growth rates became relatively un¬ 
predictable and non-traditional. Increasingly, Ration^ Ad¬ 
ministration would somehow fail to provide the needed 
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answers. More creativity and imagination would be essen 
tial in dealing with an environment markedly changed 
from past experience. 

After long years of comparative calm and predictability, 
every business enterprise is likely to be loaded down with 
yesterday’s promises. These include the products or ser¬ 
vices that no longer contribute, the ventures that looked 
so enticing when begun; but years later are still producing 
only hopes; the brilliant concepts that never quite made it 
into practice. Every business needs some form of 
systematic abandonment policy. Each product, process, 
activity and service—internal and external—periodically 
should be reexamined. An enterprise has to be kept lean 
and muscular, capable of taking strain but also capable of 
moving quickly to avail itself of opportunity. This is par¬ 
ticularly important in the times that follow long years of 
calm, steady and predictable growth. Unless challenged, 
every organization can tend to become slack, easygoing, 
diffuse. It is precisely this need for challenge that argues 
for and directs a ne%v management style. 

The Strategic Management approach relies on the ap¬ 
propriate attention paid to each of three corporate 
challenges; 

• Create value 

• Create sustainable competitive advantage in 
delivering that value 

• Operate the business as well as can be done and 
as profitably as possible 

In essence, Strategic Management is the management of 
advantage. The approach must be pervasive, in that both 
new and old precepts must be examined and tested and 
the ultimate consumer must always be heard. Planning 
must be based on awareness of both internal and external 
forces for change, rely on good intelligence and provide a 
clear long-term direction. Management must involve the 
participation of thinkers and planners throughout the 
organization regardless of function or hierarchy. The en¬ 
tire organization must strive for flexibility, adaptability 
and innovation in its approach to seeking long-term com¬ 
petitive advantages. Finally, good Strategic Management 
must include an improved ability to measure performance. 

Performance in management simply means preparing to¬ 
day’s business for the future. The future of a business is 
largely shaped by present management performance in 
four areas; 


In sum, we must continue to examine our approach to 
management if we expect to achieve and maintain com¬ 
petitive excellence. We need a pervasive focus on our 
strategy. We must strive to be adaptive and innovative and 
must learn to regard change as a constant in the process of 
growth and development—of evolution, 

Zale’s credit operations offer an interesting case history of 
business evolution. Starting in the 1920 s, the founding 
partners determined when, to whom and how much 
credit would be extended. That decision was generally 
based on personal knowledge of the individual customer, 
coupled with business judgement, and scaled with a hand¬ 
shake. Even after the business of extending credit had tru¬ 
ly become a business unto itself, much of the decision¬ 
making continued to be done by the individual store 
manager and, in many cases, credit records were maintain¬ 
ed manually at the store level. 

Beginning several years ago, Zale Corporation began to 
structure a credit operation that could meet all of the 
growing credit legislative and regulatory requirements, as 
well as provide the best possible service to all of our 
customers, the most efficient operations for our field 
management organization and the most cost-effective 
mechanism for the Company. That credit operation—call¬ 
ed Jewelers Financial Services—is now fully in place and 
has been steadily and dramatically improving its service, 
efficiency, and cost of operations over the past three 
years. As we look to the future of this division, our 
challenge is to maintain the broadest possible horizons for 
our thinking and planning for further innovation in the 
whole area of financial services. From Entrepreneurism, to 
Rational Administration, to Strategic Management, we 
seek the best from each stage of development, but hope to 
recognize when and how the time is ripe for allowing 
evolution to move us to the next phase. 

Credit is but one area where we have sought to propel 
ourselves into a more appropriate management mode. In 
the course of the past year we have involved management 
throughout the Company in a series of focused studies, 
evaluations and proposals for action involving many 
dements of corporate activity. In addition, a number of 
management changes have been effected, particulary at 
the divisonal level (see Letter to Shareholders, page 
9),which we expect will help position us to progress still 
further in the Strategic Management process—a process of 
further evolution. 


• Appropriating capital 

• Making people decisions 

• Innovation 

• Business strategies and their relative success or 
failure 


13 




Corporate Responsibility 


Through all of the channels available, Zale Corporation 
and its people continue to seek new and more effective 
means of contributing to the various communities within 
which we operate. All of us recognize that our individual 
and collective involvement with various projects or causes 
can bring enrichment to many lives—our own as well as 
others. 

Our efforts are directed through several channels: 

The Zale Corporation 
The Zale Foundation 
Zale Employees 

The Zale Corporation and the Zale Foundation made com¬ 
bined charitable contributions of cash and merchandise 
valued at over a million dollars in 1984. 

While the community involvements of the Zale Corpora¬ 
tion are too numerous to list, several commitments, 
however, are particularly notable: The Zale Child Care 
Center, a five year old venture, has relocated to its new 
“home” (see photo). The center, generally regarded as 
one of the outstanding examples of corporate day care, is 
now housed in a new 5,000 square foot building adjacent 
to the Corporation s new headquarters. With a capacity of 
85 children (including infants), the new facility is organiz¬ 
ed into a series of four individual age graded classrooms 
with each room opening onto a separate outdoor play 
area. Another example of expanded Corporate awareness 
may be found in the Company's increasing commitment 
to more active Public Affairs involvement. That commit¬ 
ment entails monitoring legislative activities on a myriad 
of fronts, developing the appropriate response and follow¬ 
ing up on these activities by testifying at various federal, 
state and local hearings. Zale has also increased both its 
visibility and participation within various trade associa¬ 
tions. Both of these increased involvements are an effort 
to better serve the interests of the corporation’s 
employees, customers and shareholders. 


The Zale Foundation, a private, tax-exempt foundation, 
made a number of grants available in 1984 to organiza¬ 
tions in health and medical services, day care community 
development, and the arts. Of particular significance in the 
foundation’s activities last year was the commitment to 
the Zale Health Science Center in Wichita Falls, Texas, a 
complex which will be affiliated with both local hospitals. 
The ground breaking ceremony was held in 1983 and the 
Center, which is expected to open in the summer of 1984, 
will house a Family Planning and Family Practice Clinic, 
which will operate on an outpatient basis, a Medical 
Library and the adminstrative offices of a Family Practice 
Residency Program. 

Zale employees again demonstrated real generosity of 
spirit in their commitment, individually and collectively, 
in time, energy, and monetary support to a wide variety of 
worthy endeavors. As a group, Zale employees pledged 



approximately $180 thousand to United Way programs 
nationwide. Many employees also volunteer their time 
and talents in support of community, church or civic pro¬ 
jects. Additionally, a growing number are involved with 
Zale PAC, the Political Action Committee for Zale 
employees. Zale PAC is a vehicle for employees to join 
forces to support political candidates on the county, state 
and national level, who will give fair consideration to their 
views as business men and women and as citizens in mat¬ 
ters of public policy. Zale PAC serves to amplify the in¬ 
dividual voices of its members, to create a stronger collec¬ 
tive impact. 

We at Zale Corporation believe that our Corporate 
Responsibility encompasses all aspects of our relationships 
within the corporation—with our employees—as well as 
outside the Company—with our customers, suppliers and 
shareholders. Many of the guidelines for those relation¬ 
ships are spelled out in the Code of Ethical Standards and 
Business Practices of Zale Corporation. The code was 
adopted by the Company’s Board of Directors in 1978 and 
full compliance by all employees is mandatory. 

The precepts of the code are explicit and we feel the docu¬ 
ment represents the “letter of the law” respective to our 
corporate responsibilities. It is our belief that we must 
foster an environment in which all of us go beyond the let¬ 
ter to the “spirit” of developing and improving our 
various relationships both inside and outside the corporate 
structure. 
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FINANCIAL REVIEW 






Summary of Selected Financial Information 


Year Ended March 31 

1984 1983 1982 1981 1980 

(dollar amounts in thousands except per share amounts) 


Net Sales 

$ 1,003,219 

*939,756 

*962,039 

*828,709 

*720,941 

Costs and Expenses— 







Cost of goods sold (including buying and occupancy expenses) 


631,782 

613,600 

603,352 

523,172 

435,241 

Selling, general and administrative 


297,514 

300,450 

294,774 

242,388 

199,821 

Interest 


21,618 

22,706 

22,771 

22,820 

10,794 

Gain on Sale of Non-Current Assets 


2,782 

2,782 

5,808 

10,616 

1,950 

Earnings from Continuing Operations before Income Taxes 

55,087 

5,782 

46,950 

50,945 

77,035 

Income Taxes— 







Prior years tax assessment 


— 

10,600 

— 

— 

— 

Current year provision 


19,700 

1,300 

13,698 

14,700 

29,504 

Net Earnings (Loss) from Continuing Operations 


35,387 

(6,118) 

33,252 

36,245 

47,531 

Net Earnings from Discontinued Operations 


— 

— 

— 

36,487 

6.494 

Net Earnings (Loss) 

$ 

35,387 

S (6,118) 

* 33,252 

s 72,732 

$ 54,025 

Net Earnings (Loss) Per Share— 







Continuing Operations 


S3.01 

*(•54) 

$2.97 

S3.08 

*3.96 

Discontinued Operations 


— 

— 

— 

3-10 

.54 

Net Earnings (Loss) Per Share 


S3.01 

*(•54) 

*2.97 

*6.18 

*4.50 

Balance Sheet Information— 







Working Capital 

$ 

380,373 

*354,999 

*377,754 

*361,352 

S280.771 

Current Ratio 


2.3 

2.9 

2.6 

2.6 

2.3 

Net Property and Equipment 

S 

200,228 

*162,379 

*123,635 

*112,260 

* 73,691 

Total Assets 

$ 

929,242 

*759,440 

*801,145 

*752,277 

*701,401 

Total Debt 

$ 

292,081 

*180,029 

*210,434 

*115,435 

*166,739 

Shareholders' Investment 

$ 

442,092 

*408,834 

*424,283 

*438,163 

*369,553 

Percent Return on Shareholders' Investment 


8.7% 

(1.4)% 

7.6% 

19-7% 

14.6% 

Dividends — 







Total cash dividends 

$ 

9,377 

* 9,087 

$ 8,702 

s 7,977 

* 9,938 

Dividends per share— 







Cash dividends— 







Common 


SI.26 

*1.26 

SI.235 

SI .14 

*1.06 

Class B Common 


— 

— 

— 

— 

S .51 

Series A Preferred 


S .80 

* .80 

$ .80 

S .80 

S .80 

Stock dividends—Class B Common 


1/26 

1/18 

1/19 

1/21 

1/39 

Common and Common Equivalent Shares Outstanding 







Average 


11,763 

11,302 

11,201 

11,775 

12,001 

At year-end 


11,944 

11,480 

11,125 

11,950 

11.600 

Stores, Employees, Shareholders— 







Number of stores 


1,552 

1,576 

1,576 

1,485 

1,266 

Stores opened 


89 

118 

200 

260 

149 

Stores closed 


113 

118 

109 

41 

27 

Number of employees 


12,782 

13,455 

14,520 

13,785 

12,340 

Number of common shareholders 


7,836 

8,629 

9.205 

9.459 

10,114 


The Summary of Selected Financial Information should be read in conjunction with the Financial Statements and related Notes. 
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Management’s Discussion & Review 


Management's primary financial objectives are to safe¬ 
guard our shareholders' long-term investment and max¬ 
imize return on that investment. In the last few fiscal 
years, Company assets have been redeployed and manage¬ 
ment’s focus has concentrated on its jewelry divisions to 
achieve these long-term goals. Unfortunately these efforts 
coincided with a period of worldwide economic recession 
which has abated only in the latest fiscal year. Rigorous 
cost controls established by Company management as well 
as improved sales have positioned the Company towards 
achieving its long-term profitability objectives. 

SALES (amounts in millions) 



Net sales increased 6.8% from the prior year reflecting 
renewed consumer interest and improving economic con¬ 
ditions. The increase of 8.2% in sales of stores open for 
comparable periods was partially offset by decreases in 
wholesale sales. Retail locations decreased by 24 units 
reflecting continued aggressiveness in closing marginal 
locations and tighter standards in sales and profit potential 
for accepting new store locations. 

In 1983 sales decreased 2.3% from the prior year reflec¬ 
ting the poor economic environment. 

GROSS MARGIN PERCENT 




37.3% 36.9% 



39.6% 


In 1983, price reductions caused by competitive pressures 
and increased buying and occupancy expenses reduced 
margins from the prior year. This was partially offset by a 
reduction in the LIFO reserve due to gold and diamond 
deflation and lower inventory levels. 

OPERATING EXPENSE RATIO 



The operating expense ratio decreased 2.3% from last 
year. Consumer credit costs were significantly reduced 
reflecting the Company's continuing efforts to improve 
the quality of its customer receivables. Finance charge in¬ 
come increased and due to stringent controls, delinquent 
account charge-offs continued to decrease. Expense con¬ 
trol efforts, primarily in payroll, promotional and oc¬ 
cupancy related expenses, held the increases in these areas 
below the relative increase in sales. 

In 1983, operating expenses increased in promotional and 
occupancy related areas as sales decreased. This was par¬ 
tially offset by declining consumer credit costs. 

INTEREST 

Interest costs decreased $1.1 million or 4.8% from the 
prior year as a result of lower interest rates partially offset 
by increased average debt levels, exclusive of debt related 
to financing the Corporate Headquarters facility. Interest 
costs in 1983 were level with the prior year, 

INCOME TAXES 

The income tax rate for the year was 35-8% compared 
with 22.5% in 1983. The increase was primarily the result 
of a proportional decrease in substantially tax exempt in¬ 
come of the Company's Puerto Rican subsidiary. In 1983, 
the decrease from the 1982 rate of 29.2% was due to the 
proportionate increase in Puerto Rican earnings partially 
offset by decreased benefit from United Kingdom stock 
relief. 


The gross margin percentage in 1984 increased 2.3% over 
1983. due primarily to a proportional decrease of low 
margin non-jewelry sales in the Catalog Division and 
wholesale operations. The LIFO reserve was reduced due 
primarily to diamond deflation. Buying and occupancy ex¬ 
penses decreased from the prior year due primarily to the 
divestiture of a Canadian subsidiary and the closing of the 
Keller Christ manufacturing facility in West Germany. 


During fiscal 1983 the Company reached a settlement 
with the IRS, as described in Note 2 of Notes to Con¬ 
solidated Financial Statements, which resulted in a $10.6 
million non-recurring charge. 







NET EARNINGS PER SHARE 

Net earnings per share were $3.01 in 1984 compared with 
$.40 in 1983> excluding the non-recurring tax charge in 
1983 of $ 94 per share, and $2.97 in 1982. 

ASSET MANAGEMENT 

The Company's liquidity needs basically consist of fun¬ 
ding inventory and customer receivable growth and, to a 
lesser degree, capital expenditure requirements for retail 
outlet expansion. The Company has met liquidity re¬ 
quirements not funded by cash sales and collection of 
customer receivables through the continued issuance of 
commerical paper, bankers’ acceptances and periodic 
bank borrowings for which adequate lines of credit or 
other arrangements presently exist. Should future liquidity 
requirements exceed present funding arrangements, the 
Company will be able to utilize its high credit rating and 
strong financial position to generate additional worldwide 
financing. 

CURRENT RATIO 



Working capital increased to $380.4 million from $355 0 
million last year. Increases in customer receivables and in¬ 
ventories were funded through increased short-term debt. 
This resulted in a current ratio of 2,3 to 1 as compared 
with 2,9 to 1 at the prior year-end. 

RECEIVABLE TURNOVER 



Customer receivable turnover decreased to 1.7 times from 
1.9 times last year. During fiscal 1983, the Company in¬ 
troduced an extended customer payment plan which has 


resulted in increased credit sales and customer receivables. 
At the same time, the required reserve for doubtful ac¬ 
counts continued to decrease due to improvement in the 
credit authorization and collection controls over customer 
receivables. 

INVENTORY TURN 



Inventory turn of 1.3 times improved over last year’s 1.2 
times. Inventories have increased $71.7 million or 24.2% 
in support of the Christmas selling season as well as an¬ 
ticipated future sales increases. In 1983, the Company 
reduced its inventory by *85.6 million. 

DEBT TO CAPITAL 



Total debt which includes long-term debt and short-term 
borrowings, was $292.1 million or 39.8% of total capital 
at year-end and increased from $180.0 million or 30.6% 
of total capital the prior year-end. This increase primarily 
funded customer receivable and inventory growth. 

For a discussion on the impact of inflation on purchasing 
power of the Company’s assets, see Note 13 of Notes to 
Consolidated Financial Statements. 
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Quarterly Results (Unaudited) 


First Quarter 

Second Quarter Third Quarter 

Fourth Quarter 

1984 1983 

1984 1983 1984 1983 

(amounts in thousands except per share amounts) 

1984 1983 


Net Sales 

Cost of goods sold 

Selling, general and 
administrative 

Interest 

Gain on Sale of Non- 
Current Assets 

S 209,955 

S136,354 

S 64,686 

S 4,675 

$ 696 

212.086 

141,095 

70,693 

6,749 

696 

198,404 

134,832 

62,579 

5,029 

695 

178,691 

120,963 

66,815 

6,112 

695 

415,779 

252,479 

104,963 

6,115 

696 

381,598 

244,930 

99,141 

5,649 

696 

179,081 

108,117 

65,286 

5,799 

695 

167,381 

106,612 

63,801 

4,196 

695 

Earnings (Loss) before 
Income Taxes 

$ 

4,936 

(5,755) 

(3,341) 

(14,504) 

52,918 

32,574 

574 

(6,533) 

Income Taxes— 

Prior years tax assessment 

$ 

_ 



10,600 

_ 




Current year provision 
(benefit) 

$ 

2,000 

(850) 

(1,000) 

(4,573) 

20,000 

9,423 

(1,300) 

(2,700) 

Net Earnings (Loss) 

$ 

2,936 

(4,905) 

(2,341) 

(20,531) 

32,918 

23,151 

1,874 

(3,833) 

Net Earnings (Loss) 

Per Share 

$ 

.25 

(.44) 

(.20) 

(1.83) 

2.80 

2.05 

.16 

(-32) 

Dividends per Common 
share 

$ 

.315 

315 

.315 

315 

.315 

.315 

.315 

• 315 

Dividends per Series A 
Preferred share 

$ 

.20 

.20 

.20 

.20 

.20 

.20 

.20 

.20 


Market price of 
Common shares— 


High 

$ 

3154 

22 Vs 

34 

22% 

33% 

24 % 

31% 

25 % 

Low 

Market price of Series A 
Preferred shares— 

$ 

24 

m 

28)4 

17)4 

29% 

20 % 

25% 

20 % 

High 

$ 

24J4 

17 % 

26 

17 

26)4 

18 % 

24 

19 % 

Low 

$ 

m 

16)4 

23 

1 4(4 

23% 

16 

20% 

15% 


NOTES: 

A. In the first quarter of 1984, certain provisions recorded 
in the third quarter of 1983 for nonrecurring expenses 
related to foreign operations became unnecessary. Rever¬ 
sal of these provisions had the effect of increasing net ear¬ 
nings by Si.3 million. 

B. The following adjustments and events were reflected in 
the fourth quarter: 

Income Taxes—The Company calculates the interim tax 
provision using an estimated annual effective tax rate. As a 
result of differences between the actual year-end effective 
rate and the rate previously estimated, net earnings in the 
fourth quarter were increased approximately Si.5 million 
or $. 13 per share in 1984 and $ .6 million or $ .05 per share 
in 1983- 


LIFO Inventories—As a result of differences between 
the actual year-end LIFO calculation and previous 
estimates, cost of goods sold decreased approximately 
$8.6 million in the fourth quarter of 1984 and net earnings 
increased by approximately $4.5 million or $.38 per 
share. Similarly, cost of goods sold decreased approx¬ 
imately $4.3 million in the fourth quarter of 1983 and net 
earnings increased by approximately $2.2 million or $.19 
per share. 

Keller Christ~The Company increased net earnings by 
$3-4 million in the fourth quarter of 1983 for inventory 
pricing adjustments. 


The Quarterly Results should be read in conjunction 
with the Financial Statements and related Notes. 
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Statements of Consolidated Earnings 


__ Year Ended March 31 __ 

1984 1983 1982 

(amounts in thousands except per share amounts) 

Net Sales _ S 1,003,219 $ 939,756 $ 962,039 


Costs and Expenses— 

Cost of goods sold (including buying and 
occupancy expenses) 

Selling, general and administrative 

Interest 

631,782 

297,514 

21,618 

613,600 

300,450 

22,706 

603,352 

294,774 

22,771 


950,914 

936,756 

920,897 

Gain on Sale of Non-Current Assets 

2,782 

2,782 

5,808 

Earnings before Income Taxes 

Income Taxes— 

55,087 

5,782 

46,950 

Prior years tax assessment 

— 

10,600 

— 

Current year provision 

19,700 

1,300 

13,698 

Net Earnings (Loss) 

* 35,387 

$ (6,118) 

$ 33,252 

Net Earnings (Loss) Per Share 

S3-01 

*(■ 54 ) 

$2.97 


These Financial Statements should be read in conjunction with the Notes to Consolidated Financial Statements. 
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Consolidated Balance Sheets 


Assets 

Current Assets— 

Cash 

Customer receivables, net of allowance for doubtful accounts of $13-1 million in 
1984 and $13 3 million in 1983 
Income taxes receivable 
Other receivables 

Merchandise inventories, net of accumulated UFO reserve of $158.2 million in 
1984 and $165 7 million in 1983 
Other current assets 


March 31 


1984 1983 

(amounts in thousands) 


8,533 

S 10,501 

271,980 

196,691 

4,047 

15,966 

10,067 

14,645 

367,515 

295,816 

12,769 

6,041 


Total Current Assets 674,911 539,660 


Net Property and Equipment 

200,228 

162,379 

Investment in Unconsolidated Subsidiaries 

21,587 

21,458 

Other Assets 

32,516 

35,943 

Total Assets 

S 929,242 

S 759,440 


Liabilities and Shareholders’ Investment 


Current Liabilities— 


Notes payable $ 

116,053 

s 23,229 

Current portion of long-term debt 

6,946 

7,355 

Accounts payable 

38,317 

41,203 

Accrued payroll 

16,805 

15,320 

Other accrued expenses 

33,463 

28,209 

Taxes other than income taxes 

14,727 

12,555 

Dividends payable 

Income taxes 

2,517 

2,382 

Current 

977 

2,038 

Deferred 

64,733 

52,370 

Total Current Liabilities 

294,538 

184,661 

Long-Term Debt 

169,082 

149,445 

Deferred Gain from Sale of Corporate Office Building 

— 

2,783 

Deferred Income Taxes 

23,530 

13,717 

Commitments and Contingencies 

Shareholders’ Investment— 



Capital stock— 



Series A Preferred, par value $1 per share (preference on liquidation $3 8 million 



in 1984); authorized 3 million shares; 125,427 and 150,884 shares issued, 
respectively 

125 

151 

Common, par value $1 per share; authorized 30 million shares; 11,089,492 and 
10,948,759 shares issued, respectively 

Class B Common, par value $1 per share; authorized 12 million shares; 

11,089 

10,949 

3,929,502 and 3,901,689 shares issued, respectively 

3,930 

3.901 

Additional paid-in capital 

131,861 

127,682 

Retained earnings 

381,632 

360,480 

Foreign currency translation adjustments 

Less Common stock in treasury , at cost; 3,175,167 and 3,482,460 shares, 

(6,550) 

(6,599) 

respectively 

(79,995) 

(87,730) 


Total Shareholders’ Investment 442,092 408,834 

Total Liabilities and Shareholders’ Investment $ 929,242 $ 759,440 


These Financial Statements should be read in conjunction with the Notes to Consolidated Financial Statements. 
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Statements of Consolidated 
Shareholders’ Investment 








Foreign 




Capital Stock 


Additional 


Currency 



Series A 


Class B 

Paid-In 

Retained 

Translation 

Treasury 


Preferred 

Common 

Common 

Capital 

Earnings 

Adjustments 

Stock 




(amounts in thousands) 



Balance, March 31, 1981 

$442 

$ 9,484 

$4,750 

$120,843 

$360,065 

$ — 

$(57,421) 

Net earnings 

Conversions into Common 

(274) 

1,411 

(U92) 

55 

33,252 



Treasury stock issued under 






stock plans and other 


(11) 


(834) 

(2) 


8,082 

Cash dividends 

Stock dividend—Class B 





(8,702) 



Common 



188 

4,041 

(4,229) 



Treasury stock purchases 
(1,356,206 shares) 
Translation adjustments 





(3,297) 

(42,368) 


Balance, March 31, 1982 

168 

10,884 

3,746 

124,105 

380,384 

(3,297) 

(91,707) 

Net (loss) 

Conversions into Common 
Treasury stock issued under 

(17) 

65 

(52) 

3 

(6,118) 



stock plans and other 




(913) 

(5) 


3,977 

Cash dividends 

Stock dividend—Class B 





(9,087) 



Common 

Translation adjustments 



207 

4,487 

(4,694) 

(3,302) 


Balance, March 31 > 1983 

151 

10,949 

3,901 

127,682 

360,480 

(6,599) 

(87,730) 

Net earnings 

Conversions into Common 

(26) 

140 

(H9) 

5 

35,387 



Treasury stock issued under 







stock plans and other 




(532) 

(4) 


7,735 

Cash dividends 

Stock dividend — Class B 





(9,377) 



Common 

Translation adjustments 



148 

4,706 

(4,854) 

49 


Balance, March 31, 1984 

$125 

$11,089 

$3,930 

$131,861 

$381,632 

$(6,550) 

$(79,995) 


These Financial Statements should be read in conjunction with the Notes to Consolidated Financial Statements. 
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Statements of Changes in Consolidated 

Financial Position 


Year Ended March 31 _ 

1984 1983 1982 

(amounts in thousands) 


Sources of Working Capital 


Net earnings (loss) 

S 35,387 

$ (6,118) 

S 33,252 

Equity in earnings of unconsolidated subsidiaries 

(332) 

(2,404) 

(242) 

Amortization and depreciation 

20,901 

19,053 

15,390 

Amortization of gain on sale of corporate office 




building 

(2,783) 

(2,786) 

(2,783) 

Gain on sale of corporate lease rights 

— 

— 

(3,025) 

Gain on tax benefits purchased 

(291) 

(278) 

(2,107) 

Deferred income taxes and other 

12,145 

11,025 

11,896 

Total working capital provided by operations 

65,027 

18,492 

52,381 

Additions to long-term debt 

26,016 

50,000 

60,720 

Cash received from sale and 




leaseback of properties 

— 

— 

14,221 

Common stock sold to employees 

3,751 

991 

2,401 

Total sources 

94,794 

69,483 

129,723 

Uses of Working Capital 




Additions to store property and equipment, net of 




retirements 

22,990 

25,900 

45,456 

New Corporate Headquarters facility 

35,706 

24,331 

— 

Cash dividends declared 

9,377 

9,087 

8,702 

Reduction of long-term debt 

6,261 

33,248 

4,273 

Purchase of treasury stock 

— 

— 

42,368 

Tax benefits purchased 

— 

— 

13,322 

Foreign currency translation adjustments 

(662) 

(128) 

(1,316) 

(Decrease) in other assets 

(4,005) 

(293) 

(174) 

Other 

(247) 

93 

690 

Total uses 

69,420 

92,238 

113,321 

Increase (Decrease) in Working Capital 

S 25,374 

s (22,755) 

S 16,402 


These Financial Statements should be read in conjunction with the Notes to Consolidated Financial Statements. 





















Notes to Consolidated Financial Statements 


(1) SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

The Company’s Business consists principally of the 
retail sale of jewelry merchandise. 

Consolidated Financial Statements include all majority 
owned subsidiaries except for the Company's insurance 
subsidiary. The investment in the insurance subsidiary and 
20-50% owned entities are separately reported under the 
caption “Investment in Unconsolidated Subsidiaries" and 
the Company's share of net earnings in the insurance sub¬ 
sidiary is included as a reduction of “Selling, general and 
administrative" expenses. The Company’s share of net 
earnings in the other 20-50% owned entities is included as 
a reduction of “Cost of goods sold". All significant inter¬ 
company transactions have been eliminated. 

Customer Receivables are classified as current assets, 
including amounts which are due after one year. This is 
consistent with trade practices. Finance charges of $37.0, 
$25 7 and $25*8 million in 1984, 1983 and 1982, respec¬ 
tively, have been reflected as a reduction of “Selling, 
general and administrative" expenses. 

Merchandise Inventories are stated at the lower of cost 
or market which is determined primarily in accordance 
with the retail inventory method. Substantially all 
domestic inventories are valued using the last-in, first-out 
(LIFO) method, while essentially all other inventories are 
valued on a first-in, first-out (FIFO) basis. 

Foreign Currency Translation adjustments include 
gains and losses arising from translation of assets and 
liabilities for certain foreign operations at the current ex¬ 
change rate, with revenues and expenses translated at the 
average exchange rate. Resulting translation adjustments 
are recorded directly to a separate component of 
14 Shareholders ’ Investment ’ ’. 

Depreciation and Amortization are provided using the 
straight-line method over the estimated useful lives of the 
assets or remaining lease life, whichever is shorter. 
Original cost and related accumulated depreciation are 
removed from the accounts in the year assets become fully 
depreciated. Gains or losses on disposition of property 
and equipment are reflected in earnings in the year of 
disposal. Computer software costs related to the develop¬ 
ment of major systems are capitalized as incurred and 
amortized over their useful lives. 


Store Preopening Expenses are charged to earnings in 
the period in which the store is opened. Store closing 
costs are estimated and recognized in the period in which 
the store is dosed. These costs include the present value of 
expenditures for estimated rentals, net of sublease income, 
and other related occupancy costs. 

Income Taxes are provided currently for all items includ¬ 
ed in the Statements of Consolidated Earnings regardless 
of when such taxes are payable. Deferred taxes arise from 
the recognition of revenue and expense in different 
periods for tax and financial statement purposes. Current 
deferred income taxes primarily relate to gross profit on 
customer receivables which is deferred for income tax 
purposes. Long-term deferred taxes principally include 
the effects of tax depreciation in excess of book deprecia¬ 
tion and tax benefits associated with a “Safe Harbor" lease 
agreement as described in Note 9. 

U S. income taxes have not been provided on un¬ 
distributed earnings of foreign subsidiaries since the Com¬ 
pany considers such earnings to be permanently invested. 

Investment tax credits are reflected as a reduction of the 
current provision for income taxes in the year such credits 
arise. 

Advertising Expenses are charged to earnings as incur¬ 
red. Amounts charged to earnings were $56.9, $54,2 and 
$49 5 million in 1984, 1983 and 1982, respectively. 

Net Earnings Per Share is based on the average number 
of common and common equivalent shares outstanding 
during each year. For this purpose all classes of stock 
outstanding are considered to be common or common 
equivalents. Stock options are also included as common 
stock equivalents, if the effect on net earnings per share is 
dilutive. The average number of common and common 
equivalent shares used in computing net earnings per 
share was 11,763,000, 11,302,000 and 11,201,000 shares 
for 1984, 1983 and 1982, respectively. Fully diluted net 
earnings per share is not shown since the dilutive effect is 
not material. 
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(2) PRIOR YEARS TAX ASSESSMENT 

During the second quarter of 1983, the Company reached 
a settlement with the Internal Revenue Service regarding 
asserted deficiencies with respect to various corporate in¬ 
come tax returns filed by the Company for the fiscal years 
1970-197 5. Results for the fiscal year ended March 31, 
1983, reflect a charge of $10,6 million, in excess of 
amounts previously provided, for the payment of taxes, 
interest and penalties resulting from this settlement. 

(3) GAIN ON SALE OF NON-CURRENT ASSETS 

In 1979, the Company sold its corporate office building 
and certain other adjacent properties and simultaneously 
entered into a five-year operating leaseback agreement. 
The amount of gain amortized to earnings was $2.8 
million in 1984, 1983 and 1982. In addition, during 1982, 
future lease rights on the corporate office building were 
sold for a pretax gain of approximately $3-0 million, net of 
imputed interest. 


(4) INVENTORIES 

Merchandise inventories valued under the LIFO method 
were $322.0, $262.4 and $330.3 million at March 31, 
1984, 1983 and 1982, respectively. During 1984, 1983 
and 1982, certain subsidiaries lowered their inventory 
levels, resulting in a liquidation of layers of LIFO reserve. 
This liquidation of lower prior years 5 carrying values 
benefited operating results by decreasing the aggregate 
LIFO provision and increasing pretax earnings by approx¬ 
imately $1.3, $6.9 and $5.9 million, respectively. 

Substantially all other inventories were valued on a FIFO 
basis. If all inventories were valued using the FIFO 
method, which approximates current cost, inventories 
would have increased by approximately $158.2, $165 7 
and $170.9 million at March 31, 1984, 1983 and 1982, 
respectively. Inventories used in computing cost of goods 
sold were $367.5, $295.8, $381.5 and $377.4 million at 
March 31, 1984, 1983, 1982 and 1981, respectively. 


(5) COMPONENTS OF WORKING CAPITAL 


1984 


1983 

(amounts in thousands) 


Increase (decrease) in working capital 


1982 


Cash 

* (1,968) 

i (7,835) 

j 14,664 

Customer receivables, net 

75,289 

7,784 

(3,617) 

Other receivables 

(16,497) 

11,373 

5,662 

Merchandise inventories 

71,699 

(85,638) 

4,036 

Other current assets 

6,728 

1,718 

725 

Notes payable 

(92,824) 

47,616 

(35,136) 

Current portion of long-term debt 

409 

(543) 

(3,416) 

Accounts payable 

2,886 

1,502 

25,024 

Accrued expenses 

(8,911) 

(5,214) 

(42) 

Dividends payable 

(135) 

166) 

(247) 

Income taxes—Current 

1,061 

10,676 

13,155 

Deferred 

(12,363) 

(4,128) 

(4,406) 

Increase (decrease) in working capital 

$ 25,374 

$ (22,755) 

$ 16,402 
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(6) PROPERTY AND EQUIPMENT 

The Company's property and equipment is summarized as follows: 


1984 198 3 

(amounts in thousands) 


Land 

Buildings and leasehold improvements 

Furniture and fixtures 

Construction in progress—Corporate Headquarters facility 
—Other 


* 9,653 

153,807 

114,887 

$ 8,818 
97,951 
98,189 
26,491 
3,087 

Less accumulated amortization and depreciation 


283,913 
_( 83 , 685 ) 

234,536 

(72,157) 



$ 200,228 

J 162,379 

In 1984, the Company completed construction on a Cor¬ 
porate Headquarters facility at a total cost of $69.0 
million, including land. Also included in this amount is 

capitalized interest of $5 3 and $ 1.9 million in 
1983, respectively. 

1984 and 


(7) LEASE COMMITMENTS 

The Company leases most of its retail space under leases periods. All existing leases are considered to be operating 

which range from five to fifteen years and which may con- leases. Minimum sublease rentals under noncancelable 

tain renewal options for consecutive one to five year subleases are not material. 


Rental expense included in the Statements of Consolidated 
Earnings is as follows: 

1984 1983 1982 

(amounts in thousands) 


Retail Space- 
Minimum rentals 

Rentals based on sales 

f 62,411 

11,788 

S 57,556 

10,930 

1 48,432 

11,846 


74,199 

68,486 

60,278 

Equipment Rentals 

5,514 

5,279 

3,496 


* 79,713 

S 73,765 

$ 63,774 


Future minimum rental commitments as of March 31, 1984, for all noncancelable leases are as follows (amounts in thousands): 


1985 

t 53,305 

1986 

50,621 

1987 

43,632 

1988 

40,065 

1989 

36,302 

Thereafter 

185,291 


$409,216 
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(8) FINANCING 


The Company had a maximum of $284 million (including 
$90 million in convertible lines as described below) of 
domestic and foreign short-term lines of credit available 
during 1984. At March 31, 1984, the Company had $6l 
million of domestic short-term lines of credit that were 
available for general corporate purposes or to support 
commercial paper borrowings. Of these lines $41 million 
require maintenance of compensating balances ranging 


from 3 % % to 5 % of the lines plus an additional 3 % to 
5% of any portions that are used or commitment fees of 
%% of the average line plus, in some cases, an additional 
%% of any portions used. The compensating balances are 
subject to withdrawal by the Company at its option. Total 
domestic and foreign short-term borrowings and 
weighted average interest rates are as follows: 

1984 1983 1982 

(amounts in thousands) 


Short-term borrowings at year-end— 


Commercial paper 


S 

139,461 

$ 

63,831 

s 

110,986 

Notes payable to banks 

Bankers’ acceptances 



21,592 


24,123 


49,859 



45,000 


— 


— 

Total short-term borrowings 


$ 

206,053 

$ 

87,954 

$ 

160,845 

Less short-term borrowings classified as long-term debt 



(90,000) 


(64,725) 


(90,000) 

Total borrowings classified as short-term 


$ 

116,053 

s 

23,229 

$ 

70,845 

Average amount of short-term borrowings outstanding 








for the year 

Maximum amount of short-term borrowings outstanding 


$ 

142,112 

s 

111,813 

$ 

120,646 

for the year 


$ 

212,187 

s 

159,835 

$ 

180,360 

Average interest rate at year-end 



9.8% 


89% 


13.7% 

Average interest rate for the year 



10.0% 


13-1% 


14.3% 


Short-term borrowings mature within an average of 63 days. 


The Company has guaranteed lines of credit totaling 
approximately $37 million for consolidated subsidiaries 
including Keller Christ, of which $24 million was utilized 
at March 31, 1984. Similar guarantees of approximately 
$12 million existed for unconsolidated entities of which 
$8 million was utilized at March 31, 1984. 

Under the terms of an agreement with a group of banks, 
the Company can borrow up to $90 million until August 
31, 1986, at which time the balance outstanding will be 
convertible into a four-year term loan. Should the Com¬ 
pany decide to convert to a term loan, one-half of the term 
loan would be payable in sixteen equal quarterly in¬ 
stallments beginning September 30, 1986, with the re¬ 
mainder payable on August 31, 1990, Borrowing costs can 
be based upon the prime rate, certificate of deposit rate 
and/or Eurodollar rate, at the Company’s option. The 
Company is required to pay commitment fees throughout 


the term of the agreement of %% of the unused portion of 
the commitment. In addition the Company is required to 
maintain compensating balances (or pay equivalent fees) 
on the average outstanding loan balance of up to 5%, in¬ 
creasing to 8% at August 31, 1986. 

The Company intends to refinance up to $90 million of 
short-term borrowings using the existing $90 million loan 
agreement or alternate financing. Accordingly, the Com¬ 
pany has classified such short-term borrowings as long¬ 
term on the accompanying balance sheets. 

Among the requirements of the loan agreement are restric¬ 
tions relative to limitations on debt, minimum working 
capital levels, guarantees on loans, future purchases of 
treasury stock, payments of dividends and rental expense 
ratios. At March 31, 1984, approximately $39.0 million of 
retained earnings was available for payment of dividends. 
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Long-term debt consists of the following: 

1984 


1983 


(amounts in thousands) 

Short-term borrowings classified as long-term $ 90,000 

14% notes due in 1987 50,000 

16 Vz % subordinated promissory note, payable $4.4 million annually 24,714 

13% promissory note, payable $1.4 million annually 7,000 

Foreign bank notes 3,114 

Other 1,200 

$ 

64,725 

50,000 

28,788 

8,400 

2,667 

2,220 

Less long-term debt due within one year 

1 176,028 
(6,946) 

S 

156,800 

(7,355) 


$ 169,082 

$ 

149,445 

The aggregate amounts of long-term debt maturities, ex¬ 
clusive of short-term borrowings classified as long-term 
debt, for the years following March 31, 1984, are: 

1985—$6.9 million; 1986—$5.9 
million; 1988—$55-5 million; 
thereafter— $4.5 million. 

million; 1987— $7.3 
1989—$5 9 million; 


(9) INCOME TAXES 

Effective income tax rates varied from the federal statutory rate for each of the last three years as detailed below: 


1984 

1983 

1982 

Federal income taxes at statutory rate 

$ 25,340 

(amounts in thousands) 

S 2,660 i 

21,597 

State income taxes, net of federal income tax benefit 

1,249 

431 

1,338 

Impact of foreign operations, including stock relief 

262 

3,354 

(923) 

Tax exempt income of subsidiary 

(4,372) 

(3,558) 

(3,267) 

Capital gains tax rate differential on sale of non-current assets 

(747) 

(61) 

(1,705) 

Investment tax credit 

(1,882) 

(1,332) 

(2,000) 

Other 

(150) 

(194) 

(1,342) 

Provision for total income taxes 

$ 19,700 

$ 1,300 $ 

13,698 

Effective income tax rate 

35.8% 

22.5% 

29.2 % 


The components of earnings (loss) before income taxes are as follows: 

1984 

1983 

1982 



(amounts in thousands) 


Domestic $ 

Non-U.S, 

56,011 

(924) 

* 13,966 

(8,184) 

$ 54,092 

(7,142) 

$ 

55,087 

* 5,782 

$ 46,950 

















































The current year provision for income taxes includes the following: 


1983 

(amounts in thousands) 


1982 


1984 


Currently payable: 


Federal 

State, including Puerto Rico 

Non-U.S., including a $3 9 million deferred credit in 1982 

$ 

(4,527) J 

3,297 

494 

(5,395) * 

2,028 

508 

7,348 

4,062 

(3,570) 

Total currently payable (receivable) 


(736) 

(2,859) 

7,840 

Deferred: 

Gross profit on installment sales 


13,490 

77 

3,710 

Gain on sale of corporate office building 


779 

779 

739 

Accelerated depreciation 


3,421 

2,180 

920 

Capitalized computer software 


1,411 

1,060 

888 

Other, net 


1,335 

63 

(399) 

Total deferred 


20,436 

4,159 

5,858 


$ 

19,700 * 

M 

o 

o 

13,698 


The 1982 provision for income taxes reflects the reversal 
of $3.2 million of previously deferred taxes resulting from 
a change in the tax regulations of the United Kingdom 
with respect to inventory stock relief. 

The Company’s Puerto Rican subsidiary operates under an 
agreement with the Puerto Rican Government providing 
for tax exempt status to 1996 with the portion of income 
exempt from taxation declining periodically, beginning 
August, 1986, as specified in the agreement. 

The 1982 provision for income taxes excludes tax benefits 
(consisting of tax credits and accelerated cost recovery 
system deductions) purchased pursuant to a 'Safe Harbor” 
lease agreement under the provisions of the Economic 
Recovery Tax Act of 1981. The current income tax liabil¬ 
ity was reduced by $2.7 million at March 31, 1984, $3.9 
million at March 31, 1983 and $11.9 million at March 31, 


1982. Deferred income taxes were increased by $2.0 
million, $2.9 million and $3*4 million, respectively, as a 
result of this transaction. The net gain from the purchase 
of tax benefits is amortized to income using a constant rate 
of return method and is classified as a reduction of “Sell¬ 
ing, general and administrative” expenses. These benefits 
increased net earnings by $.3 million in 1984, $.3 million 
in 1983 and $2.1 million in 1982. 

As of March 3U 1984, domestic operations have tax loss 
carryforwards of approximately $4.1 million available to 
offset taxable income through 1999* Foreign operations 
have tax loss carryforwards approximating $32.2 million 
which have not been recognized for financial reporting 
purposes. These foreign tax loss carryforwards expire 
primarily from 1985 through 1989. 


(10) CAPITAL STOCK 

Holders of Series A Preferred Stock are entitled to 
cumulative annual dividends of $.80 per share and, in li¬ 
quidation, to receive $30 per share plus unpaid dividends. 
The shares are convertible at anytime into ,8 shares (sub¬ 
ject to adjustment under certain conditions) of Common 
Stock and may be called for redemption by the Company 
at $40 per share plus unpaid dividends. 

Class B Common Stock is convertible into Common on a 
share-for-share basis. All such shares may be called for 
conversion at any time by action of the Board of Direc¬ 
tors. 


Dividends may be declared on the Common Stock 
without dividends having been declared in that calendar 
year on the Class B Common, but not conversely. The per 
share amount of any dividends declared in any calendar 
year on Class B Common (whether in cash or shares of 
Class B Common, or both) shall not exceed the amount of 
the dividends declared on each share of Common in that 
same calendar year. 
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Cash dividends declared are as follows: 


1984 


1983 

(amounts in thousands) 


1982 


Series A Preferred ($.80 per share) $ 107 $ 126 S 178 

Co mmon ($1. 26, $ 1.26 and $1.235 per share, respectively) _ 9,270 _ 8,961 8,524 

$ 9,377 S 9,087 $ 8,702 


In 1984, 1983 and 1982, Class B Common dividends were declared exclusively in stock. 


At March 31, 1984, the Company has reserved Common shares for the following purposes: 

Conversion of— 

Series A Preferred 
Class B Common 
Stock Plans 

5,548,745 


100,342 

3,929,502 

1,518,901 


During 1982, the Company acquired from certain 
members and related entities of the family of William Zale, 
co-founder of the Company, 1,259,802 shares of Com¬ 
mon Stock of the Company for $47.2 million. After in¬ 


terest imputation and tax consequences, the cost of the 
shares purchased was $40.1 million, or approximately 
$31.79 per share. 


(11) STOCK PLANS AND PROFIT SHARING 


from the date of grant and all of the shares are exercisable 
after three years from the date of grant. Options granted 
expire up to ten years from the date of grant except for 
options granted to key employees who own more than 
10% of the total voting power of all classes of the Com¬ 
pany's stock, whose options expire after five years. 


Shares 

Available __ Options Outsta nding 

for Grant Shares Price Per Share 


Balance, March 31, 1982 _ 796,850 307,550 S 16.13 to $22.50 


Granted 

(204,785) 

204,785 

$20.44 to $21.44 

Lapsed or cancelled 

99,325 

(99,325) 

$17.75 to $21.13 

Exercised 

— 

(8,725) 

$17.75 to $21.13 

Balance, March 31, 1983 

691,390 

404,285 

$16.13 to $22.50 

Granted 

(203,775) 

203,775 

$26.63 to $31.75 

Lapsed or cancelled 

8,000 

(8,000) 

$20.44 to $26.63 

Exercised 

— 

(139,848) 

$17.00 to $21.13 

Balance, March 31, 1984 

495,615 

460,212 

$16.13 to $3175 

Options exercisable at March 31, 1984 


160,578 

$16.13 to $22.50 


The Company has adopted a stock option plan under 
which either incentive stock options or non-incentive 
stock options, or both, may be granted to key employees. 
Options are granted at the fair market value of the shares 
granted, except for key employees who own more than 
10% of the total voting power of all classes of the Com¬ 
pany’s stock, for whom options are granted at a price 
equal to 110% of the fair market value. Generally one-half 
of the shares granted become exercisable one to two years 
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The Company has a qualified, noncompensatory, General 
Employees’ Stock Purchase Plan whereby employees, 
upon completion of one year of service as defined, can 
subscribe to purchase from 10 to 300 Common shares at 
83% of the lower of the fair market value on November 1 
or the following October 31. During 1984, 34,695 shares 
were issued to employees under this plan with the dif¬ 
ference between the cash received and the cost of the 
treasury shares being charged to “Additional paid-in 
capital”. At March 31, 1984, stock subscriptions for 
33,025 shares were outstanding under this plan. 

The Company maintains a Restricted Stock Plan for cer¬ 
tain key executive employees. The aggregate number of 
shares which may be granted under the Plan cannot 
exceed 500,000. Shares awarded under the Plan are 
restricted for an initial period of one to four years, after 
which 20% becomes freely transferable annually. The fair 
market value of the stock at the grant date is recognized as 
compensation expense over the restricted period of the 
shares. During 1984, 1983 and 1982, 132,750, 5,050 and 
203,000 shares were granted and SI,381,000, SI,089,000 


and S550,000 of compensation expense was amortized, 
respectively. Total shares granted as of March 31, 1984 
were 444,300. 

In 1984, the Company adopted a Payroll Based Stock 
Ownership Plan. Substantially all employees are 
automatically enrolled in the Plan upon completion of one 
year of service as defined. All contributions to the Plan are 
made by the Company and are divided equally among the 
employees who arc eligible to participate in that year’s 
contribution. During fiscal year 1984, the Company ac¬ 
crued S6l 1,000 for the Plan year ended March 31, 1984. 

A non contributory profit sharing plan is maintained by 
the Company under which the Company contributions 
are made on a discretionary basis as authorized by the 
Board of Directors. Substantially all employees are eligible 
participants of the plan upon completion of one year of 
service as defined. The Company’s contribution to the 
profit sharing plan was $5-1, $1.9 and $5-9 million in 
1984, 1983 and 1982, respectively. 


(12) SEGMENT INFORMATION 

The Non-U.S. segment is comprised primarily of the Com¬ 
pany’s European consolidated subsidiaries, which are con¬ 
solidated as of the end of February each year. Interseg¬ 
ment sales, which are made at cost, are insignificant and 
are eliminated in consolidation. Substantially all Non-U.S. 
segment inventory is accounted for under the FIFO 
method. 


Functional currencies are used to measure the Company’s 
significant Non-U.S. operations including primarily the 
pound in the United Kingdom and the deutsche mark in 
Germany. The foreign currency translation adjustments in 
the Coasolidated Balance Sheets are substantially the 
result of a strengthening U.S. dollar against the pound. 


Segment information is as follows: 


1984 

1983 


1982 

Net Sales 

US. 

Non-U S. 

. S 

920,562 

82,657 

(amounts in thousands) 

X 864,796 

74,960 

$ 

894,956 

67,083 


$ 

1,003,219 

S 939,756 

$ 

062.039 

Earnings (Loss) before Income 

Taxes and Interest 

U.S... 

Non-U.S. 

. $ 

75,358 

1,347 

X 32,135 

(3,647) 

$ 

71,104 

(1,383) 


$ 

76,705 

S 28,488 

$ 

69,721 

Interest Expense . 


21,618 

22 "’06 


22,771 

Earnings before Income Taxes. 

. $ 

55,087 

S 5,782 

s 

46,950 

Identifiable Assets 

U.S. 

Non-U.S. 

. $ 

867,153 

62,089 

X 694.741 

64,699 

s 

727,712 

73,433 


$ 

929,242 

$ 759,440 

s 801,145 
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(13) SUPPLEMENTARY INFORMATION ON EFFECTS 
OF INFLATION AND CHANGING PRICES 
(UNAUDITED) 

The consolidated financial statements included in this 
report have been prepared in accordance with generally 
accepted accounting principles and thus reflect transac¬ 
tions in historical dollar values. In recent years the escala¬ 
tion of inflation has caused serious concern among users 
of financial data because the financial statements of 
business enterprises do not adequately reflect the effects 
of inflation on the results of operations and financial posi¬ 
tion of these enterprises. 

There has been no general agreement reached on the ap¬ 
propriate method to modify historical-based financial 
statements for the effects of inflation. In an effort to guide 
experimentation and provide a basis for further evaluation 
the Financial Accounting Standards Board has issued 
various statements. The Company is providing below the 
current cost information presently required. 


Under the current cost method, the Company is required 
to evaluate the effect of changes in specific prices after 
removing the effect of general inflation. Various indices 
were used to determine these changes. Current cost ad¬ 
justments for property and equipment and the related 
depreciation expense were determined by the use of cer¬ 
tain indices published by the Department of Commerce. 
Since the Company uses the last-in, first-out (LIFO) 
method of valuing substantially all inventories, the resul¬ 
tant cost of goods sold approximates current cost. Under 
the current cost method, the decrease in earnings is due 
primarily to the increase in depreciation expense. 

The gain from the decline in purchasing power of net 
amounts owed represents the benefits the Company will 
receive in future years from having net monetary liabilities 
which will be repaid in future dollars having less value. 

Net assets at year-end, an amount equivalent to net 
shareholders’ investment in the historical-based financial 
statements, increased by a substantial amount, in current 
dollars, reflecting what would be required to replace 
assets. 


_ Year Ended March 31, 1984 _ 

(amounts in thousands except per share amounts) 

Adjusted for 
Changes in 

Historical Specific Prices 

Dollars (Current Costs) 


Net Sales 

$ 

1,003,219 

$ 

1,003,219 

Cost of goods sold (including buying and 
occupancy expenses) 

Selling, general and administrative 

Interest 

Gain on Sale of Non-Current Assets 


631,782 

297,514 

21,618 

2,782 


638,763 

299,827 

21,618 

2,782 

Earnings before Income Taxes 

Income Taxes 


55,087 

19,700 


45,793 

19,700 

Net Earnings 

$ 

35,387 

$ 

26,093 

Net Earnings Per Share 

$ 

3.01 

$ 

2.22 

Gain from decline in purchasing 
power of net amounts owed 



$ 

5,007 

Increase in current cost of inventories and 
property and equipment 

Effect of increase in general price level 



$ 

(2,283) 

33,135 

Excess of increase in general price level 
over increase in current cost 



$ 

35,418 

Net assets at year-end 

$ 

442,092 

$ 

609,161 

Net assets per share at year-end 

5 

37.01 

$ 

51.79 
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FIVE YEAR COMPARISON OF SELECTED 
SUPPLEMENTARY DATA ADJUSTED FOR THE 
EFFECT OF GENERAL INFLATION 

Net sales, cash dividends and the market price per share of 
the Company's common stock are shown with historical 


dollars adjusted for changes in the CPI-U. Average 1984 
dollars were used as the base year, and therefore the cur¬ 
rent cost amounts shown for these items prior to 1984 are 
larger than the amounts reported in the historical financial 
statements because the purchasing power of the dollar has 
declined from prior years. 


Year Ended March 31 

1984 1983 1982 198 1 1980 

(in thousand erf average 1984 dollars 
except per share amounts) 


Net sales 

Current cost information - 

$ 

1,003,219 

$ 

971,972 

$ 

1,046,313 

s 

986,667 

$ 

967.562 

Income (loss) from continuing operations 
Income (loss) from continuing 

$ 

26,093 

$ 

(20,450) 

$ 

21,311 

% 

29,769 

$ 

54,694 

operations per Common share 

Excess of increase in general price level 

$ 

2.22 

$ 

(1.81) 

$ 

1.90 

$ 

2.52 

% 

4.56 

over increase in current cost 

$ 

35,418 

$ 

38,268 

s 

43,001 

$ 

63,320 

$ 

3,184 

Net assets at year-end 

Gain from decrease in purchasing power 

$ 

609,161 

$ 

616,114 

s 

688,828 

s 

754,917 

s 

691,512 

of net amounts owed 

Cash dividends - 

$ 

5,007 

$ 

4,365 

$ 

6,765 

$ 

10,854 

$ 

15,641 

Common 

Class B Common 

Market price per Common share 

$ 

1.26 

$ 

1.30 

$ 

1.34 

$ 

1.36 

s 

5 

1.42 

.68 

at year-end 

Average consumer price index 

$ 

25.77 

301.7 

$ 

24.94 

291.7 

$ 

22.65 

277.4 

$ 

33.00 

253-4 

$ 

22.30 

224.8 


Report of Independent Public Accountants 


To the Board of Directors and 

Shareholders of Zale Corporation. 


We have examined the consolidated balance sheets of Zale 
Corporation (a Texas corporation) and Subsidiaries as of 
March 31, 1984 and 1983, and the related consolidated 
statements of earnings, shareholders’ investment, and 
changes in financial position for each of the three years in 
the period ended March 31, 1984. Our examinations were 
made in accordance with generally accepted auditing stan¬ 
dards and, accordingly, included such tests of the account¬ 
ing records and such other auditing procedures as we con¬ 
sidered necessary in the circumstances. 


In our opinion, the financial statements referred to above 
present fairly the financial position of Zale Corporation 
and Subsidiaries as of March 31. 1984 and 1983, and the 
results of their operations and the changes in their finan¬ 
cial position for each of the three years in the period end¬ 
ed March 3 C 1984, in conformity with generally ac¬ 
cepted accounting principles applied on a consistent 
basis. 




Dallas, Texas. 
May 14, 1984. 
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